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ABSTRACT ' 

After a brief revi^^v of the growth of cable 
television from 1948 to 1965^ the.iaper examines in nbre detail 
trends in the structure of the industry since 196S^:* Specifically, 
duteras£ revolves around the apparent trends of coriceutjcati^on and ' 
vertical integration within the industry. Corpprate his'tories of th!e 
leading firms are then used to demonstrate the reasons '^pr the . 
increases in concentration, -In addition, documentation is presented 
of vertical' integration by th^ leading firms into both program 
production and development of specialized equjipment. Finally, .these 
recent trends are related* to the "publip good" aspects of programing 
Conclusions o'n network formation and possible policy alternatives in 
cable television are made, * (Author/WH) 
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TRENDS I,N THE STRUCTURE OF THE CABLE TELEVISION • INDUSTRV; 



by ' 



Martin PerrV ^ 

^ In recent years, important questions have been raised about 
the impact of the growing cable televlsldn Industry upon tele^leid^i^oza-? 
muhications • This paper Is an attempt to shed Ught on this problero by 

' » ' ^ ; , • 

examining some aspects of the strucutre of the pable television industry. 

/ ^ ^ " \ * ' 

Section I present^ a brief history of the ^CTV^ industry, ^Sfttlon II docu- 

ments recent trends of concehtratiori in^ ownership in the CXV ^industry* 

Section III discusses growth 'of thp five leading CTV' firms. Section IV 

discusses the vertical integration of th« ^same i^ve^eadlng CTV flrms^ 

Finally I Section V concludes with an explanatcry scenario of these- recent 

events withxn thp CTV ihduatry. ■ ^ 

Sect;lon I ^ , * 

The pioneering applications of cable television technology^ 

occurred in iate X948 independently iln As toria» Oregon by I, E. Parsons 

, . . " ' k 

2 

and In Mahanoy City, Pennsylvania by John Walson. Astoria^ and Mahanoy 
City were just beyond the broa^dgast range of .the new over- the-^ air tfele- 
vision stations in Seattle and New York» City, respectively.' However, 
Parsons and Walson discovered thar. the over-the-air television signals 
could be received by large suitably-located antennas and then retrana'-^ ' 
tnltted by ^able to television-hungry homes tn theii respective cominu- 
nlties. Costs o^ these two^early isystems were mt\iniy covered by the 
profits on the sales of television eets^ to the subscribers. 



The pattern was soori follpwed in other similarly situated 
conpunities as a re^ylt of the 1949-1952 FCC freeze on television 
spectrum allocations which postponed the, introduction- of oyer-the-air 
television outside major urUan areas. Even with the rapid spread of 
over-the-air television after 1^52, cable television continued to 
grow. CTV industry subscriptions doubled every year until 1956 
reaching^ 300, 000 and thereafter api^rbxitaately 100,000 new subscribers 

-per year were enrolled untlT^1964-^ 

This growth of the. CTV Industry c^ be partially^ attributed 
to the demand for additional television network pngr&raaiing itf those 
communities having over- the- air access to less than the three existing 
netil^prks. Full, over- the- air network coverage of the entire nation 
could h^ve been achieved by a Federal Cotmnuhi cations Commission policy 
of regional television spectrum allocations. Instead, FtC policy 
arising from the 1949-1952 deliberations prevented full network cov- " 
erage by grantlrfg^only local ^television spectrum allocations* . As a 

^result, many small local television markets unable to support three 
network affiliates were denied the full network prof^ramraing that power 
ful regional television stations could have supplied* Thus, during 
the 1950'$ and early lj96.0!s , cable teleyislon grew aud prospered In 
the gaps of^ incomplete network coverage, complementing'over-the-alr 
televi^sion service. . *' * 

Jn a report to the FCb In 1965, l^artin Selden tl9651 stated 
that there were^ no existing CTV systems operating In communities' wi th 
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goo'd reception of the three network signals. 'Further, Selden ques- 
tloned the potential of cable television to penetrate such markets. 
I'hus, Seiden concluded that the growth of the CTV industry would be r 
limited to communitites whidh were unable to receive the thi;ee network 
, signals and which could be, profitably wired. Seiden computed the re- 
t suiting maximum; national CTV penetration for 196.S at six nilHion sub- 
scriptions, only 10%^ of total television homes at the tim^et/ 
* . Even though CTV subscriptions did not reach six million 

' iintil 1972, the years 1^66 and 1967 witnessed the ^introduction of 
dable television into New York City and Los Angeles, respectively. 
During the early 1960* 8 i CTV entrepreneurs had come to believe that 
- some combination of improved receptJ^on, local origination, and im- 
portation, of additional independen*^ television signals could make 

urban cable television profitable. Apparent initial successes with 

♦ * ... * 

cable television in large communities attracted additional capital t 

and publicity to the CTV Industry. The exaggetated specter of a 

8 * / 

c "wired nation" appeared to be a serious thteat to over-the-air tele- 
vision and the communicatioas system fostered by the FCC. Thus,* 
prodded by existing broadcast interests, the FCC asserted and initialed 
regulatory control over the CTV industry in Kargh, 1966# / - 

Sbme aspects of the regulatory Influences upon the CTV in- 
dustry will be discussed in Section V. But first, the trends of in- 
creasing concentration, growth of large "CTV chains,** and vertical 
^ - integration within the CTV industry will Jbe discussed in sectlops , 
III, and IV, respecti^^ely . 
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Section I I 

In the* discussion of ^*CTV Qhains^' to follow» conc^tntratioh 

sholld not' be interpreted as traditional horizontal integration. In- 

dividual CXV systems $re franchised as lofcal monopolies* and therefore 

y * ^ ^' : 

by definition cannot compete among thetiselves for subscriptions* Thus> 

concentration ratios have no^mcaning in the traditional sense. However, 
concenli^tion ratios are examined in this section in order to illucldtiti 
the trends in the national market for access 'to viewing audiences. In 
doing s6, the Information may be of assistance for examinf,- the Ifcplica- 
tions of the growth of cable television on the quantity, quality, .vari- 
ety, and price of programming available to the nation television 

viewers. . ' . c • 

o 

Based on the Seiden report, a rough picture of the CTVin- 
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dustry can be constructed for January 1, 1965 (see t^ble 1, ^column 1) . . 

e leading four CTV firms accounted for approximately 250,000 aub~ 
scriptions — half pf these belonging to H&B Coramunlcatlons controlled 
by RKO General. Relative to^ total industry subscriptions of approxi-- ^ 
mately 1,275,000, the tonputed four-firm concentration ratio is 19.6%. 
Further extrapolation from Selden's data yields a eight-firm concen- 
tration ratio of 28.2%. ' 

Between 1965 and 19?0, growth' of industry leafiers struggled 
to. keep pace with total industr/ growth. From a book edited by Charles 
Tate I197lf entitled Cable Televi&ion in the Cities and from Moody's 
Industrial ^^anukl^, one can ^construct rough upper bounds on^ the huI)- 

. , . r • , . ■ ^ 
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Table 1 . 



1. 
2. 



(1) Jan. 1, 196^ 
RKO-H+B 




industry 
(3)' J4n. 



120,000 
60,000 
J+0,Q00 
. 30.000 
250,000 
30,000 
30,000 
25,000 
25,000 
360,000 

1,275.000 
1. I9T1 



1. 

■3. 
k. 

5. 
6. 
7: 
8. 



industry 
(5) Jan. 



(19.6?E) 



(28.2J5) 



TPT 535,000 
Cox 197,000 
ATC- 180,000 
Viacom 150.000 
1,062,000 
Tele-Gomm 1^*2,000 
Cypress 1^*0,000 
CG 123,000 
TL 106. OOQ 

■ 1,573,000 

5,300,000 
1, 1973 



(20. 0^) 



(29.755) 



1. 
2. 
3. 
U. 

5. 
6.- 

7. 
8. 



TPT >680,000 
Wkrner " >360,000 
Tele-Comm >'320,000 



ATC >275.000 

: 1,635,000 

Cox ' >2h9,00Q 

Sammons >200,000 

Viacom > 190, 000 

CG >170,000 

' _ 2 ,1*J*0, 000 

industry n 7,300,000 



mtn. 

{22.k%) 



mln.. ■ 
(33. W , 





(?) Janj 1 


1970 


1. 


H+B ^> 


; 2lt2,000 


'2. 




<2l*3,000. 


'3. 




<1Q0 000- 


k. 


Vlacoin 


<150,000 • 




/ 

V 


<825,000 -^■ 


5. 


'CO 


f<123,000 


6. 


CypreSs 


.<120,00d 


7. 


ATG 


112,000 


8. 


TL 


• <106,000 






<fl;286,000 ->■ 


industry ■ 






(!+) Jan. 1, 


1972 


. 1. 


JPT 




2. 


Warner 


•360,000 ( 


'I: 


Tele-Confln 


276,000 




ATC 


260.000 






1,550,000 


5. 


Cox 


2J+0,000 


6. 


Sammons' 


200,000 


7. 


CG • 


170,000 


8. 


yiacom 


170,000 






2,330,000 ■> 


industry 


6,650,000 



max. 

(18.3J5) 



max. 

(28.6jt) 



(23.3^) 



{35 . 05?) 



1. 
2. 
3. 
k. 

5. 

6: 
7. 

8. 



(6) Jan. 1. 1973 . . 

, TPT 680,000 
Cox- ATC 520,000- 
Warner 360,000 
Tele-Comm .320,000 
4,880,000 
Samraons 200,000 
Viacom . 190,000 
CG 3.70,060- 
Comni. Pro p 160,000 
2,590,000 



(25,8!?) 



(35.5^) 



industry' 



7,300,000 
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y V Table 1 
[(continued) 



(7) jji^ie 1, 1973 

1-"TPT ' ' 800,000 
2, Warner ^^50,000 
Tele- Com 387,000 



3. 
f 

5. 
6. 

8. 



ATC 
Cox 

Viacom 
Sammons, 
CG' ' \ 



industry 



330^000 
1,987»000 
275,000 
25^,000 
2j21,00a 
202,000 
2^939,000 

8,000,000^ 



{36.1%) 



RKO = RKO General, Inc. (subs, of General 

' Tir^' and Rubber Co. ) ^ 
H+B ^ H+B Coraavnlcations Corps. 
TPT « TeiePrompter Corp, 
Cox 5= Cox^able Communications Corp, 

(subs, of Cox Broadcasting Corp*) - • 
Viacom = Viacom Internatlohal Inc. 

(subs, of Columbia Broadcasting 
System, Inc. until v"^une, 1971)* 
ATC - American *?ele vision aJid Communicatibns 

Corp, * 
Cypress = Cypress Communications Corp. 
CG = Cablecbm-Genered, Inc. (subs, of 

RKO General, Inc.) ' \ 

TL « Tlrae-Life Broadcast, Inc. 
Tele-Comm,= Tele-Communications , Inc. 
Warner = Warner Communcatlons j Inc. 
Samipons » Sammons Communications, Inc. 
Comm. Prop. = Communications Propertlfju, Inc. 



(1) Seiden presents only the RKO- H+B subscription count. Others were con- 
structed from his additional data. The industry subscription count is from 
TV Factbook-Servlces Volume^ 1972-73, p. 75a, 

(2) ^H+B's subscription count-is from Moody's Industrial Manual (1970), p. f 2039- 
TeiePrompter' s subscription count is from computing the Jul/, 1972 aubscrip- . 
tion total on only the systems TPT owned as of Jen. 1, 1970 —a substantjal 
overestimate. Cox*' ^ subscription count is ff-om Tate's Jan. 1, I97l'e'stlmate.' 
after subtracting minor, 1970 acquisitions. The Viacom (owned by CBS in 1970) 

• Cablecom-Gr leral , apd Time-Life subscription counts are from Tate^'s Jan. 1, : 
V971 estimates. Am^ricaji's subscrlpttdh- count is from Moody's Industrial 
Manual (l970)» p. 1^0. Cypress's subscription count is from Moody's Ind\in- 
trial Manual (l97l), p» 76. TheUtiSuatry subscription count is .from TV « , 
Factbook-Services Volume, 1972-73, p. 75a. 

(3) Firm subscription 'counts are from Tate, p. 106 which appear to be most 
accurate for Jan. .1, 1971- The industry subscription 'count Is from TV Fact- 
book-Services Volume,. 1972-73, p. 75a. 

(h) Firm subscriptiop counts' are from nj^. direct computations from TV Fact- 
' book-Services Volume^ 1972-73,' p. QUe./ The industry subscription count i3, 
from averaging Jari.^1, 1972 (6,000,cr00) 'with Jan. 1, 1973 (7,300,000); 
Factbook-Services. Volume 1973-7^ p. 8Ua. Warner includes Cypress foergor . 
agreed on in^May.1972, but not cdnsummated until Sept. 1972. 



(5) Firm subscription counts 'ar^ obtained by updating ray July 1, 1972 com- 
putations for acquisitions and mergers occurring during^ the second half 
of 1972 as reported in the weekly CATV Station Activity Agendas. The 
industry subscription count is from Factbook-Services Volume, 1973- 
lU^ p. 81*a. 

( ■ 

(6) Firm subscription counts aM same as July 1, 1972 except they include 
the unconsummatea merger of Cox Cable Commission Corp, etnd Ajaerican Tele-- 
vision and Communications Corp. in July, 1972, 

Firm subscription counts are from Weekly Television Digest, Special 
NCTA Convention Supplefi^ent , June 17-20, 1970, p. l.r The industry sub- 
scription count is" an estimate of 700,000 subscription growth for first 
five months of 1973. i , 



«" I IpHiiii .^imifl or lefldlhn tltt"B as iiT Jattuaty 1, I^V/U («tte. tttblp I , 

i:olutmv2). Relative to total ItuluHtry BUbscriptions of ^,500,000, the' 

rea'fcltlng paxXmum four- and eight-flrn. concentration ratios are 18.3?: 

and 28.6%, respectively, « , - ' 

By using Tate's computations without aSjus tlnentJ> one obtains 

an approximare picture of CTV industry leaders 5^ of January 1, 197J,^° 

(s.ee table 1, column 3)* Relative to total industry subscrip^jlons ^of 

5,3QC»000, the resulting four- and eight-firm concentration ratios are 

20.0% and 19.1%^ respectively v i Hqpfefully, the6e are feood eatiioates 

against which to compare the^more recent ratios • 

..." * . ^ ' ■ ' ■ , ' 

If ho trend in concentration was evidencfed from 1965 through 

1970, the evidence since 1970 seems to conflrtn raodest increases in con^ 
centration. Based *on extensive con5>utation8 from the 1972-1973 Television 
Factbook survey^ of CTV systems, the. subscription totals for the eight 
leading firms can be computed as of .July' 1, 1972 (see table 1; column 4). 
Using a midyear industry subacription total of 6,650;000,^ the^computed 
four- and eight-firm concentration ratios are 23.3% and 35.0%, respec- 
tively. This represents a slight but noticeable increase in concentra-- 

tlon since January, 1971. . . 

■» ■ ■ 

By updating the data from July, 1972 to include acquisitions 

and mergers affecting the leading CTV firms during the second half of 
12 

1972, ininimum concentration ratios cjan be computed for January 1, 1973 
(.ep§ UbJp 1, colMR»rt Th§j|P rfltlps /*ra minimum limits for the exart 

valu^ In thrtt the data do not allow* for accurately estimating the In- . 



temal growth of the8« CT^ firraa during the second half of 1972. How- 
ever, tbeee ratios kte i ua<i£ul check on the other rfeaults since the r 
^Jan»viiry . Television Fact^-^k ejUriict-t of total ^rhluatrf cebscrlptAns ' 
Is presumably more accurate than midyear interpolations. Thus, relative , 
,to total.industry subscrip|iona of 7>30O,OOO for Jianuary 1, '1973 1 the 
four-* and eight-firm concentration ratios are 22.4% and 33. 4X respec- ' 
tivelyc ' " * ^ > ' 

In July, 1972 American Television and Communications Corp. , 
(ATC) and Cox Cable Communications Corp. (Cox) agreed on a stock formula 
to merge their two firm* But as a result of an informal disapproval 
by the Justice Department, the merger plans were cancelled In Aprils 
1973, However, if the merger had been approved, the minimum four- and 
eight concentration ratios for January, 1, 1973 would have been substan- 
tially increased to 25*8% and 35.5%, respectively (see table Ij column 6) 

Finally, a yet more recent gauge of concentration in, the CTV 

industry can be obtained by means^of data cont^iined in the special 

National Cable Television Association Convention Supplement of the 

Weekly Television Digest. Sulscription totals for the lefiding eight 

* 13 

CTV firms are obtained for June 1 , 1973 (see table 1, column 7). 

, \ " ■ > - ^ 

Assuming that new subscriptions for the first five months of^l'^73 may 
be as high as 7o6,000,^^^ the 8 million ^atimated total Industry sub- 
scriptions for June 1, 1973 yield four- and^ eight-firm concentration 
rattoB pf ?.4.8% Qrtd 3f>.7%, reapeii tlvely . 

■ ' ' ^' X ■ 

\ 





, ' , -10- ' 




• • . ' v. . ■ ■ 
. » . . - 

^ r 


• •■■ ' y ' V . 


■ • . -/ 

♦ ^ / . 

T&j^le. 2 - - 

'.f. \ ' V' 

PouJrrf ina' . 

" ■ . concentVjaiion ratio . 


Eight-firm 
con'centVatidfe r&tlo 


'tl) Jan. i; 1965 




y 


• 28.2jf . 


.(2> J^n.^ 1 1970 


• ' < 18.3^5 




• ■ .< 20.6? . ■ ' 


•,('3) Jan. 1, 1971 • 


20 . 05( 




• 29. 7i " . 


{^) July 1,^ 19/2^.' 


'• 23.3.1; ; 




, 3^0%' . \ . 


.(5) Jan. 1, 1973 


■>i22.1+J{', 


» 1 


> ' ■ ^ 


•(7) June 1, 1973 
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Examining table 2, one finds* no evidence of liter eased con- 
centratlon In , the CTV industry until after. 1970i and then only modest \ 
IndreWes* rfowevfr, this evidence can be deceiving without further / 
examination of the indu&try.. First, from January 1, 1965 to January 1, 
1971, industry sybstriptions quadrupled 'from 1.3 million to-^S. 3. million* 
this four mllilon increase in subscriptions was spread over 1300 systems 
existing in 1965 as* well as over 1200 new systems beginning operation 
by 1^1 Thus, the maintenance of 'constantcconcent^ation required the 
ra^id growth of multi-system CTV firms by nieans of acquisition and merger 
Second, the recent exp^erience indicates concentration may rise even uXth 
Im^Kjit ban by the Jus t ice | Department against mergers, among leading CTV 
firms • Thus,' the aggressive tendencies for industry J^a^^xe 8^^*^^ ^ 
with and even outgrow the industry as a w,hole will now* be .examined, in 
section III, # \ \ 



Section III 



" ' t6 17 " " . V * 

TelePrompTer Corp, , * the current industry leader w^th over* 

800,000 subscriptions as of June 1, 19^3, has been built predljminantly * 

by acquisition and merger- The corporate entity was formed in 1951, but 

(he first venture into c^ibl^ television was in 1959 with the acquisition 

of two small Systems in New Mexico. Other acquisitions of Individual 

systems soon followed. TelePrompTer acquired Eugene, Oregon (SF) and 

Elmira, New York (SF) in 1960, Santa Cruz, California (SF) and Johnston, 

Pennsylvania (SF) in 1962, and , Tuscaloosa, ^Allabam^ (S) in late 1964.. 



Then until 1968» acqoisitlons virtually halted while interest focused 
on franchising and^inltl^ development of the first urban CTV systems 
In New York City and Los Angeles. 

In Dereniben, 1965, New York City granted TelePrompTer a 
franchise far the northern poVtion of the Borough of Manhattto con- 
talnlng approximately 40b, 000 dwelling units* Hugl:ies Airoraft Joined 
TelePrompTer in the New--York City franchise by acquiring 49% of Tele- 
proropTer Manhattan CATV Corp* in June » 1966. Then in. Deceniier* 1966» 
TelePrompTet andvHughes obtained^ franchises from Los Angelas for vari- 
ous ecreas of the city containing ai^piroximately 180,000 dwelling units. 
Development of these two. systems began ^opn after franchising, and cur- 
rently they are TelePrompTerU largest twO systems as weH being ^ 



among the ten largest systems in the nation* 



19 



In 1968| TelePrompTer began a new phase of acquisition and 

merger.^ In jL968 and 1969i franchises and undeveloped systems were ^ 

* . - ' ■ 1 . ' V -'^ ^ = 

acquired in Alabama (Mobile (F)), NeW York (Newburgh (F)) , Jerse^j) 

(Newark (F)), and FlorideT - But more importantly, in September,' X970t 

TelePrompTer merged -with H&B Communi^cat lotus Corp.,^^ the Industry 

leader. H&B was formed in 1941, but had only been involved in the 

cable television industry %inc6 1960* In 1961, H&B had acquired the 

.large Reno', Nevada (St) system. , Other ^acquis itipna during the^l960's 

had Included Florence, Alabama (SF) , Clarksburg, West Virginia (S), 

Dubuque, Iowa (S) , Rochester, Minnesota (S) » and the several small 

systems of Jack Kent Copke, Inc. in 1968. In addition, franchiecB 



were developed during the I960 'a in communities including Lompoc, • 
California (S), Santa Monica» California (S) and Wildwoo(f» Mew 
Jersey (S) * Thus, when the merger was ^coneutnmated, HiB added appr^x-^ 
itnately 250,000 subscriptions to TelePrompTer's over 200>000 subscrip- 
tions^ With the addition^ Acquisition of'Re'evQs telecom Corp^^ in ^ 
lat^ 1970 (Huntsville, Alabama '(SF) , Portsmouth^ Oregon (S>, a^d > ^ 

.Seattle^ Washington (P))» TelePrompTer^s approximate subs^criptidtt ' * ^ 

• ' . 21 ' 

XQunt qf Jsiauary 1, 1971 reached 535i000. ,* ' , 

Since 1970, Tel^Prqinpter has redirected its attention t<Jward 

\ obtaining and acquiring franchises in* large communities, ii^stead of ac* 

quiring existing, large CTV systems. Specif icaliy| T*ieRtompXer hc?w has 

major new franchises in San Bernadino, California (SF), Oakland/ Call- 

fornia (i?)-; Los Angeles, Califortiia (F>, Lakeland, Florida ()P), Wast 

Palm Beach, Florida (F) , Trenton, New Jersey {t) \ Islip, New Yoifk (F) , 

Greenville^ South' Carolina (F) , El Paso, Texas (F) , Tacbma, Washington 

(F), Worchester, Massachusetts (P) , and other communities. TelePrompTe 

can also expect to obtain additional large franchises from among Itb 

70-80 applications.^^ V ^ 

* Thus, TelePrompTer's growt]^ has traditionally resulted fropi 

merger and acquisition. Howevej, TelePrompIer h^s also exhibited ag- 

gressive leadership in the' development of urban CTV systems and in ^ 

franchising large ^communities. Thus, future grbwth will undoutj^tedly 

shift to tV\e internal development of existing and new franchises in 

urban areas and medium-sized towns. ' 



"J " " The sec&nd largest CTV finn.behjfnd TelePrompTer is Warner ."T" 

* \ * ♦ « ^ ■ ' 

' ^ • ' *♦ ' " ' 23 - " . * ^ * ' • • 

Coinmunlcatlons, Inc; 'with approximately 450,000*8ub8cription8 as'^of 

'■ \ ^ ' ' ■ ^ * . ^ , \ / ^ ^ 

V ( ^une^l» ,1973. Originally .lnv<ilved In funeral ope'rationa, cleiarilng, 

u and maintenance setvicesi atid^pattfing 'garaged, Kinney Serviced beg&n 

a redirection of interests with 'the acquisition of Warder Brps. -Seven • 

Arts^, Ltd; in July, 1969. ^ In 3^971 1 the ^funeral, ^pefagtons and other 

, constrUctiol) services were sold 4n(i the company began acqu^ri^ng cable 

^television firms. loiti&lly, ^a number of small CTV systems vere ac~ 

■ - - ' : v ' : ^ - ^ • :^ ^ 

quired from Continental Telephone Corp. (Reston, 'Virginia (F>) in 
" ' • # ■* * • ' ' * ' 

December; 1971/ But in, January^ 1972^. Television Cotumunicatlons Corp. 

^ . ' * • ■ • ' ■ .-^ , , ,, 

' Was acquired to consolidate the cable television properties of the 

' ^ ■ , • ' V ^ ' ' . \^ / ^ - 

renamed company, Wamer^Communtcations* Soon, alter in ^eptemb^r, 1972, 

, ■ . r ' ■ . . ' • _;v . -. ^ 

the large Cypress^ Communications Corp* was merge'd into Television Com- j 

miinl cations.' ^ - ' 

' ^ . .... 

I * " ' 24 * 

j ^ Television Communications Corp, vfas formed in 1962 and 

^ gradually acquired a number of small to medium size CTV systems during 

' ■ ^ \' 

, the' following decade (Pottsville, Pennsylvania (S) and Danville, Illi- * . 

• s 

nois (S)), and Winter Haven, Florida' (f)), In 1969, Television Communi- 

catlohs Corp. was not among the leading eight CTV firms and had less ' 

than 100,000 subscribers. ^ However, the addition of/Cypress feommunicatlona 
25 

Corp., with over 180,000 subscriptions as of July, 1972^ made Warner 

4 » 

the second largest CTV firm behlhd only TelePrompTer. Cypress was formrci 
in 1965, and since. 1968 had acqui red ^everal large systems and franchises 
such as Altoona, Pennsylvania (SF) , Ft. Walton Beach, Florida (SF) , 
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l^ingsport, Tennease (^f) i Palm Springs, California (SF) , Columbus, , f 
Ohio (P), Bakersfleld, California (SF) > >nd Canl;onrOhlo <SF).¥ In 

' \ ' \ . • ■ ' ' . / * 

addition ,'08 a ^result of the Cypress acquisition ,h Wartier' has beQome ' / 

^ , - ' , ^ , 

the.leading^appllcant fo^ new yrban franchises tlirpughout the nation. . 

t -v ^us, Warner Communications^ la a specific examplia^of the Ih- 

tense interest that cable television ha^?'^nerated during the 1970' s.- 
* / , ^ ^ ' • / . V / ^ C ^r* ■ ' , ^ 
/ ^llie comply t3 the result of /a complete redirection of business Into 

' fllm-m^ing and.cajjle ttelevlslort is the^spfi^of a few yeats. The cable * 

television holdings have'been accumulated predominantly by merger ac--^ 

ivlty in*1972 with the old^Cyprfess Corntounications Corp. as the core* * V 

Since Akron and Columbus,' Ohio are the only two substantial undeveloped 

* * ' 28 

, franchises, future growth may depend on ncsw acquisitions or ort rer 

celvlng and develdplng new franchises from among, its oveif 80 applications. 

' ' 29 

. Tele-"Communtcatio\)8, Inc., currently the third largest CTV 
*firm with 387,000 subscribers as of Juij^e 1, 1973, /was formed in 1968 to 
V consolidate many small cable television systems in the western states. 

^ Since 1968', the growth of Tele^-Communlcatlons has been almost exclu-' / 

' ' * A > I * 

sively by acquisition and '^raerger. In Januaryv 1971, Tele-CQtimunications 

acquired Centre Video Corp. (State College, Pennsylvania (S) ; Avalon, 

Pennsylvania (F); Glassport, Pennsylvania (F); \^d Perin Hills township 

(F)) with substantial cable television holdings in Pennsylvania. Then 

•*ln 1972, Tele-Conununlcatlons also acquired Rust Craft Cable Communica- 
te ■ ■ ' 
t*ions. Inc. (Lltna, Ohio (S)), Evening Telegram Company (Fremont, Cali- 
fornia (F) and Daly City, California (F)), Nation Wide Cablevlslon, Inc. 



• (Garden Grove, California (F) , S^Lorenz|, Cdlifornia (F), San Mateo, 
Oftlifotnla (F), and Belllngham, Waahlngtoi (S)). More recently, Tele-r 

; Comunlcatidns, acquired FOB Cablevlaion, Inc. (Sunnyvale, California . 
(P),'0cean8lde, California (S) , Pueblo, Colorado (SF)', and Poughke^psie, 
New York (F)) in April, 1973. . . ^ • ' 

'In addition to acquisitionsi Tele^Communications has obtained 
shares 9f frarichises inr&d-arolmd Kanaiis City, ^Missouri (SOX).; £n i ' 

, . Salt Lake City (F) arid Ogden, Utah though 50% ownership o^^ Community TV 
of Utah, Inc; in Vallejo, California (F-50X) j and in Madison, Wisconsin 
(F-25%). However, even though Tele-Comunications has a substantial 

' * € > ; ' . . ' 

edge over the^^othet leading CTV firms in numbers of undeveloped franchises 
(primarily in California, Utah, Kansas, and Missouri), the majority ap- 
pear"^ to have only limited 'potential for subscriptions • In addition, 
Tele-Communications lags in the'pouqsetltiott' for new urban franchises. 

Thus, Tele-Communications, Inc. is primarily composed of 
smaller CTV systems which have been accumulated by stock acquisitions « 

However, future growth is likely to depend more heavily on the internal 

' ' ' \ ' ' ^ 

development of existing franehlaes, most of vhich are in mediuro-slzed 

• ^ • ' ' ' \ '\ 

communities. In this sense; ^ale-Communications differs from other in- 
dustry leaders by its apparent' lack of enthusiasm for marketing cable 
television in central cities. , 

31 ^ 

America Television ai^d Communications Corp. was formed , 
In, 1968 dnd has since acquired CTV systems throughout the natipn/ Early 
acquisitions included Lafayette, California (S) , Mankato, Minnesota (S) , 
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and ^n- 1969 Meredith-Avco (Melbourne, -Florida (SF) and Fayetteville,' 
North Carolina (SF)). In 1970, American ad^ulred Reading, Pennsylvania 
(SF) and the franchlsfe lor Jackson, Mlasiifaippi (F) , and in 1971'ac- 
qulred Charleston, West Virginia (SF) and Jef ferson-Cardllna Corp. 
(Raleigh, North 'caii611na (S) , GreensborA, North Carolina (F)). Thus, 
in July, 1972. American was the third largest CXV firm with, approxl- 
mately 270,000 aubacrlptions. ' , ' ' • 

That same months-July, 19 72 —American agreed to nerge with 
Cox Cable Communications Corp* into What would have been the second 
largest CTV firni, HoweveryJustlce Department disapproval resulted ix\ 
a cfancellation of merger plane in April, 1973. Soqn after in May, 1973, 
American acquired the interests of Time-Life Broadcast, Inc. in several 
major systems and franchises (Fresno^ California (F) , Marion, Indiana 
(S), Terre Haute, Indiana (SF) , Levittown, Pennsylvania (F)). In addi- 
tion to acquisitions, American has also obtained major new franchises, 
in Orland<>, Flori<f^ (F) , Albany, New York (F) , and Orange County, Florida 
(F), Thus, of June 1, 1973, American has remained among the leading 
four CTV firms with approximately 350,000 subscriptions. 

American has grwn almost completely by acquisitions oi in- 
dividual systems and small firms. Howeve/, Afiierican currently has 

a few large undeveloped franchises and applications in many small com- 

^ * 33 ' 

munitles as well as several Isrge one§» Thus, without the possibility 

of a major merger, American's growth will depend on small acquisitions 

such as Time-Life or on internal development of its few large franchises. 



The flftji largest CTV firm ie Cox Brpailcasttng^CorpT ' 
originally foriaed in 1964 to consolidate the h^i^inga^of five major . 
•VHF television stations and several r^dio stations* Cox CTV interests 



also began in 1964 with the acquisition of Clapsop Television ^Company 
(Aberdeen, Washington (S)) ahd 'an interest; in Trans-rVideo J«>rp^ (San 
Diego, California (SF) and 50% of Bakersfield* California (S)). ^ In 
196*7, Cox acquirecf the remaining interests In Trans-Video Corp, and the 
BaKersfield, California system. Then in 1968, the cable television , 
holdings were consolidated into^ the subsidiary Cox Cable Communications, 
lnc» and expansion of the cable properties began in earnest.^ ThcC 'majgr 
acquisition^ to follow wore Telesystems Corp. (Macon, Georgia (SF)) in 
19^9 and Santa Barbara, California (SF) in 1971,^^ 

' In addition to acq.uisitions, Cox has been activ4^ in obtalairig 

franchises in medium-sized towns and major uraan areas'. Through an 

^ ' . ' ■ r ■ ^ ' ^ ' ' 

80%-owned subsidiary, Cox obtained a substantial franchise for Atlanta, 

Georgia (F) in 1966. As of 1972, development of*the Atlanta franchise 

has been inconsequential but Cox*s survey responses indicate Substantial 

plans for expansion 6f plant-miles. In 196^, Cox also obtained a major 

franchise for Moline, Illinois (P) and neighboring communities/ )Then 

in 1971, Cox, in a Joint venture with Melhar Corp. , .obtained the' f ran- 

■ V , ■ . ■ 

chlse to build and operate a CTV system in St. Louis, MissourJL (F) con-- 

taining approximately 220,000 dwelling units. In addition, Cox oVns 

smaller percentages of franchises in Saginaw, Michigan (F) and Toledo, 

Ohio (F). 



Cox Cable Conununl cations , Inc.. was the second largest CTV 
firm In Tate's January '/i, 1970 ta'bulatlons with almost 200,000 'sub- 
scrlptlons. )iB a result' of tWo factors, Cox fallen to flith l^r- 
gest with 275, cop subscriptions as. of June 1, 1973, First, ititemal 
growth on Cox's major franchises has been a* slow process* And second, 
the preVlotis discussion laas dem\>n8trated the rapid rise of new CTV 

firms through maior acquisitions' and mergers. < tn Jxxly J 1972-, Cox at- 

■ ■ ' / ' " * . . ■ ' . ' ■ > 

tempted to foJlow a similar, route by merging yith American Television 
and Communications Corp/ However, Justice Departiaent dlsappjfoval * 

-J ■ ' * s 

presented consummation of what Houl^^have been the second largest CTV 

firm. Thus, future growth of Ccjx ma^ depend on the development of 

its existing major franchises and its*abll:ity to obtain ne\^ major 

39 

franchises from among its 15 or so existlng^applicatlons. 



fusion r of 



Conclusionr of Section III / . 

Thus/ a cursory^' examination of concentration ratios mask 
important trends within the CTV Industry. For an ind«.stry which is 
growing very rapidly In ihany diverse localities with no apparent^ 
economies of scale across communities, one would expect, to find a * 

^ \ ' ' ^VC ' 

substantial trend of deconcentration. Instead we find c»3derate in- 
creases in concentration of ownership. Beliind the inodesk increases 
in* concentration la a very strong merger and acquisition movement 
an\ong the Industry leaders. Even though actual development has proven 
successful in only a* relatively ^smaH number of larger communities^ 
the Industry leader^ have taken an llggr«88ive lead. 'In obtainlns fran- 
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chlses in the^e commOtfjlties • In this way,*' t|je indus.try leaders are 
guaranteeing for themselves a rlatge share of 'hev subscription gtowth 
as small cfmaunlties become saturated. Thus, even though estimates of, 
fiitute concentratlo\\ ate too difficult and uAcertaln to be of Interest, ^ 
one would expect future. Increases In concentration, . . 

Therefore/ it appears th^t since 1970, the cable television in- 

•■ - ■ . - ■ , ■ . I 

dustry has entered a peplod of increasing concentration^ The explana- / 



tlons and implications. of this trend are unclear. Since CTV s.ystems 



are not competitive among themselves, the standard economic , theory of 
industry cohcent'^§itlon to achieve monopoly profits does, not apply and 
Its resulting' implications of^ Increased price and reduced output canr 
not be Inferred for the Industry* Perhaps the most that can be said 
at this point is ^h^t increased concentration in the CTV Industry ^may . 
reduce competition for. franchise grants. Xti so doingi franchising 
cbmmu^iitles may not be able to prevent the local monopoly consequences 
of Increased price and reduce oi^tput. However, in order to mor author- , 
oughly answer the basic question of why a CTV syptem is more highly 
valued by* a^farge CTV firm ^han by an individual' system owner or a 
small CtV firm, the discussion will turn to an examination of recent ^ 
vertical Integration by the Industry leaders in section IV. 

Sect ion IV . 

— ^ — r — . ' ^ 

The vertical interrelationships to be diseased are those 
between the five Indu8ti7 leaders and (1) CTV equipriJent producers and/ 
or (2) programming producers, CTV equipment is generally a one-timo 
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Input into construction of a CTV system whereas progratnmlng is poten-- 
tiaj.ly a continuous input into CTV eystnms. Current programming inputs 
of CTV systems are by-and-large passively derived ^from retransmission 
of over-the-air programming. Thus» the possibility of additton^^l pro- 
grasping originated and exhibited by CTV firms is. the primary interest 
of this section, ^ ^ 

The CTV equipment producing firms have had a close historical 

relationship with* tlie CTV industty., In. the early years CTV equipment 

' ' : 41 . - 

firms/such^s Jerrbld Electronics were alscf leading CTV firms* How- 

ever during the 1960^s th§ CTV equipment firms experienced a rapid 

relative decline as CTV firms. Antecb, Entron and Giencital iJlectric still 

own and develop a few medium-size systjemSi but Terrold sold its remain*- 

ihg CTV properties to Sasm&ons Comauonications in 1971 and .197Z.. Such a 

trend is not incons^istent with a Stiglerian theory of vertical dislnte- 

gration. . 

*\ •» young industries must design their 
8pe{^lallz6di|equipment aijid af ten manufacture 

it Wl)en the industry ^has attained a 

certain si^e and prospects i m^^ny of these 
tasks are sufficiently important to ^be ' 
turned oy^r to specialists. It becomes 
profitable fojr other firms to supply e,quip- 
ment. . .V42 

Entron and General Electric undoubtedly maintain th^r CTV holdings 
only as a means of testing new equipment-^^ 

. Simultaneously with the decline of full-line CTV equipment 
producer^ as CTV operating firms > there has been marked recent trend 
toward vertical integration into specialized equipment by the Industry 



leaders, TelePrompTcr has acquired, three electronics firms since, 
1965 and is developing auxiliary CTV services (household security 
systems) and short-haul microwave relrfy systems as a substitute for 
expensive cabling situatioits encountered while developing urban CTV 
systems, In addition» TeiePrompTer is associated with Hughes Aircraft 
which has received a domestic satellite grant/^ Similarly, Warner, 
through its majority-owned s'lbsidiafy Goldaark Communications Corp, 
is also developing auxiliary services (two-way cable capabilities i 
electronic publishing, and programmed educational material for tele- 
vision), short-haul microwave transmission^ and domestic satellite 
capabilities. In addition, Tele-Coninunicatione through its subsidiary 
Western Tele-Communications, Inc. has beeti^ granted itb application for 
satellites to relay television, voice, and data signals domestically. 

Thus, vertical integration by leading CTV firms into equip- 
ment has been aimed at very specific research and development -ac^tivity. 
Auxiliary CTV services could provide sophisticated ^extensions to the ' 
basic CT\^ services^^ Short-haul microwave transmission will be essential 
in order to avoid costly cabling in the dense utban television markets* 
And domestic satellites, In conjunction with ground stations tied Into 
regional microwave systems, could' provide simultaneous interconnection 
of a firm's entire subscribership and allow the development of cable 
television networks. As shall be discussed In section V, this interest 
of leading CTV firms in domestic satellites seems to be closely in^<$^r- 
related with the increased Industry concentration from the growth of 



"CTV chains" previously discussed and with the vertical integration of 

these leading'CTV firms into programming to be discussed next* 

With a few exceptions » vertical ihtegtation into. progrataning 

48 

is confined to the leading f ive' CTV firms. TelePrompTer had been 
involved in closed circuit telecasts of entertainment, sports events, 
and business meetings even before it directly entered into programming - 
production with the acquisition of Filmation Associates in 1969. Film- 
atioa is a producer of animated programming and in 1971 entered a joint 

venture with Warner Bros. tQ produce animated films. TelePrOiiipfer plans 

49 . 

to expand Filmation into other lines of program production. In a$ldi- 
tion, TelePrompTer. In 1972 acquired Muzak, Inc., a producer of television 
background music. 

In the cas6 ot Warner Communications, programming interests 
began in 1969 with the acquisition^pf Warner Bros. -Seven Arts, Ltd., 
while entry Into the CT' industry did net occur until 1971. .The Warner 
Bros, subsidiary finances and produces feature motion pictures for 
theatre and television disbrlbutloni produces television series, and 
produces phonograph records. Similarly, in their 1971 Annual Report, 
Twentieth Cehtury^ Fox^ also expressed its intent to make significant 
acquisitions ai:d investments in tpe CtV industry citing the 1972 easing 
of FCC regulatory restrictions as the motivation. Even though Twentieth 

Century Fox has not made good oh its/ promise, there seems to be a growing 

JV • • 

Affinity of major motion picture. producers for the CTV Industry. * 
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Tele-Cotnmunicetions entered program distrtibutlon and pro- 
auction in 1971, with the acquleltion of 78% of National Telefilm 
Associates, Inc. National Telefilm is prliaariiy a film distributor > ' 
but is also Involved in production of film and tape series. In 1973, 
Tele-Communications also acquired NBC's television program syndication 
business. Thus, Tele-Communications is a significant program distri- 
butor. P , 

/•American Television and Communications possesses no program- 
^ming interests which majr have been one reason for its aborted attempt 
to merge with Cox Cable in 1972. Cox entered program production*in 
1967 with the acquisition of Bing Crosby Prod -ctlCf 6 , and has since 
produced several major motion pictures and television oerles.^^ In the 
>197<i^'s> Bing Crosby also entered* Joint Ventures for the production of 
modest budget mo.tion pictures, ^ 

Thus, one primary intereat of the CTV industry leaders has been 
the production of motipn piatures. With few exceptions, this program- \ 
ming production has been intended for primary .distribution through the 
existing theatre and television outlets, and not through the flru's own 
CTV systems. This curious phenomenon is the result of a combination of 
current economic, technical, and regulatory limitations to be mentioned 
in section V. The economic and technical limitations with cable tele- 
vision networking are potentially surmoujxtable, but the regulatory ' 
limitations are another matter. 
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Coiiclusloni of Sect ion IV ' 

rne recent trends of vertical integration within the CTV 
industry appear to be more than bu incidental sidelight to the primary 
CTV operations* The trends in concentration and vertical integration 
seem intentional atid coincidental. Section V will consider the possi- 
ble 'extent to which they are also complem^tary . 

Section V , ' 

One possible explanatory^ scenario of the )-olatlon8hlp between 
the trends of concentration and vertical inf^Ji;ration rests upon the 
public gooc^ nature of programming. Programming is a public good in that 
the marginal production costs of distributing the programming to addl- 
tlonal subscriptions is zero. This is not to say that the distribution 
costs of programming to additional subscribers is zero* On the contrary > 
these distribution costs will include operating and capital coats of , 
wiring new subscriptions on existing systems as well as intersystem pro- 
gram transmission costs for wiring new subscriptions on new systems. i 
However, programming may generate revenues from additional subscriptions 
(subscription effect) which dominate the distribution cost* as w^ll ?3 the 
fixed production costs of the programming. I 

At it stands currently, CTV system revenues are limited almost 

completely to monthly subscription charges. Pay cable charges^^ and 

53 54 
advertising on originated programming are inconsequen^al sources of 

revenues for CTV systems as a result of FCC restrictions^^ and the unproved 
profitability of orlginatlbn. Thus, CTV exhibition of originated program- 
ming Is completely a growth phenomenort — its existence depending on the 
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profitability of the new subscription? obtained. In other words, with 
monthly chargea as the only source of re^venue, the marginal Increase in 
i^evenues from new originated programming is equal to the monthly revenue 
on the new subscriptions induced by the programming-'- the subscription 
effect. In addition, the maintenance of such originated programming de- 
pends on the existence of a viable over-the-air aAemative,^^ Liberal- 
iz^ation of the FCC's rules restricting origiraced programming would 
certainly be the first* step in allowing cable television the chance to 
profitably medt public detpands for additional programming. 

Individual CTV systems have traditionally yrospeied from ^fc 
Importation of distant network and independent signals, in non-urban ^ 
areas, the demand for imported signals was so substantial that subscrip- 
tion revenues dominated the capital costs of the plant construction and 
the costs of importing and retransmitting the programming, especially 
since no copyright fees were required. In addition, some CTV systems 
have found that low cost local origination attracts enough additional 
subscriptions to be profitable. However, few CTV systems have found 
syndicated programming accessible (territorial exclusivity) or profitable. 

For multi-system CTV firms, the lack of direct interconnections 

between CTV systems presents" a substantial barrier to the initiation of * 

58 

networked programming. Even the bicycling or programming among systems 
has been inhibited by the Incompatabillty of videotape and film equipment. 

Some leading CTV firms have taken small steps to overcome these problems 

* 60 
by updating their individual systems in close geographical proximity. 

The strong interest of the leading CTV firms In domestic satellites is an 
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indlcatlon that this new distribution tecli.iology may significantly 
lower the Initial barrier to the networking of originated programming. 

With a distribution ^technology such as domestic satellites 
linking CTV systems simultaneously, the public good nature of program- 
ming Implies that larger CTV firms would have a substantially greater 
incentive to network originated programming.^^ This is especially 
true of CTV firms with un<leveloped franchises in utbar areas where 
the subscription effect of originated programming is presumably the 
greatest since these areas have the best access to nwst existing riources 
of programming. Public announcements of their intent to network and 
their disposition to vertically integrate into programming ladlfSate 
that the industry leaders expect networking of originated programming 
to eventually be profitable. In addition, the large number of recent 
stock acquisitions and mergers signal the recognition of the additional 
profitability of spreading one set of program costs over the merged CTV 
systems, benefiting both sets of stockholders. 

In addition, the public good nature of programming creates 
^n incentive for large CTV firms which are planning to network originated 
progtamning to acquire individual systems with potentially substantial 
subscription effects. Owners of such systems without access to equiv- 
alent programming will be unable to internalize the profits from the 
subscription effect. Thus,, there exist prices at which the Acquisition 
becomes m\itually beneficial to both parties* lliis, is one po^isible ex- 

planatlon^ for the large number, bf recent acquisitions of individual CTV 

■ ■ •' . * 



sys'tema by large CTV finna If it can be argued that planned originated 
programming by these large CTV firms' is superior to the programming 
available to Individual CTV systeaia. 

Thusly armed, a brief explanatory scenario linking the con- 
centration and vertical Integration trends can be presented. 

Before 1966, imported over-the-^alr signals were adequate to 
profitably penetrate all but the super television markets (New York, 
Los Angeles, Chicago, etc>) where Imported signals would merely du- 
plicate existing signals. However, the FCC's 1966 restriction on 

63 

importation into the top 100 television markets ended the supply of 
costless high quality programming which CTV operators in these markets 
required for profitable penetration. Thus, as' in the super televifeion 
markets, growth of cable television in the remaining top 100 markets 
\^a3 cemented to originated programming- Individual CTV firms in these r 
markets were denied their primary additional programming sources i and 
large CTV firms franchising major urban communities were forced to 
consider origination of programming. By setting up the previously dis-- 
cussed incentive atructujre, the 19^6 restriction of importation, pre- 
clpltated an acquisition and merger movement within CTV industry. 

However, this argument Is not sound unless there are reasons 
to believe that local origination and market sources of syndicated^pro- 
gramming available to individual CTV systems are Inferior relative to 
the potential network programming of large CTV firjoris'. Even though some 
cry operators have held high hopes of penetrating urb^an minority clusters 
with local minority programming, it certainly seems that low' cost, low 
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talent local origination would h^ve lesser viewer appeal tfian the 
originated programming a large CTV firm could profitably provide with 
an adequate distribution technology. Similarly, in ordisr for large 
CTV firms to substantially penetrate the super television markets, 
their originated programming would have to compare favorably with the 
existing independent over-the-alr programming derived from "the syndi- 
cation market* 

Thu5i, unable to rely on local origination or the syndication 
market, CTV systems would have to form their own networks by affili'ation 
in order to fully intemr.lize the subscription effect from originated 
prograhuiiing. However, attempts to form CTV networks in this way have - 
falUd a result of lack of participation.^^ It seems that this 
phenomenon is more than the result of transactions costs or the per- 
vasive distribution barrier^ The leading CtV firms have such a dominant 
control over those CTV franchises where new programming couJ.d substantially 
Increase penetration, Chat their refusal to participate guarantees- the 
'failure of a CTV network.. In particular, Shapiro's dissertation survey 

found that telePrompTer has a strict policy against cooperative programming 

* * 66* 

arrangements with other CTV operators; Thus, CTV concentration is 
self-perpetuating by providing leading CTV firms with leverage to prevent 
industy-^wide networking and maintain the existing incentive stYuctures* 
Normally, even the leading CTV firms would have only limited 
access to progratmoing because of the pre-emln^ce of theatres and over- 
the-air television as distribution channels. iW largest CTV firms can 



rejach only 1% of the nation* s television homes » whereas theatres and • 
television have' nearly lOOX coverage • However, vertical integration 
has provided the leading CTV firms with progrananlng affiliations 
"necessajry"-- -as in the sense of Stigler^s young Indus t^iea— for ini- 
tial efforts toward CTV networking. Such experiments with networking . 
seem likely as soon as the distributional barrier is overcome by the ^ 
deployment of domestic satellitest 

The above argument altempta to account for the apparent 
interconnection between the increasing concentration within the CTV 
industry, the rapid growth of large CTV firms by acquisition and 
merger, and the vertical integration of these large CTV firms into 
domestic satellite technology and program production* ^The argument 
is by no mans a completely consistent anc^accurate explanation for 
these trends within the CTV Industry, Instead it is a sitiq>le explana- 
tory scenario prepared as food for thought. 

Conclusion 

T6 conclude, this paper has simply attempted to document 
the recent alternations in the industrial structure of the CTV industry 
and to grasp for an understanding of the causes. The basic observation 
has been that similar to over-the-alr television, the public good as- 
pects of programming are driving cable^television toward the formation 
of networks. However, unlike over- the-alr television where more than 
one station can serve a community and wfiere networks are 'formed by 
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affiliation of stations > cable television technology almost requires a 

single distribution system and cable television networks are evolving 

through ownership of systeibs* This leaves many Important policy questions 

unanswered. What type of directionj ox lack of direction, should be Im- * 

posed upon the^ development of the cable television Industry in order to 

obtain optimal television services now and in the future? 

An optimal production of programjn^ng requires that everyone 

have viewing access. * An optimal cable distribution network requires 

that the plant be imique. Yet, the provision pf high quality and diverse 

programming material requires competition among program exhibitors. 

These objectives ^re not mutually exclusive. The first b^st solution 

would b^ the ^^separatlon of the media from the message'^ whereby the 

distribution system would simply be a nondiscriminatory carrier of 

68 

multiple channels of programming produced by others. 

A possible second be^t solution suggested from earlier argu* 

« 

ments might be the limitation of concentration over cable distribution^ 
by means of ant 1- trust action. If such a policy could successfully limit 
all CTV firms to an i^nconsequential ownership of cable distribution facil- 
ities, then the economies of networking might force CTV finas to behave 
approximately tike non-discrtvainatory carriers of progra<t«tdng. In other 
words, without concentiratlon over distribution, CTV networking activities 
might be spun off to specialists yho would produces programming and ex- 
hiblt it by purchasing time, from all CTV firms. Such an alternative 
solution may be of interest;^ should the first best solution prove poli- 
tically infeaslble* 
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f ' Footnotes 



^Cable television will hereafter be abbreviated ^*CTV^' when used as an 
adjective. * 

2 

For an interesting 'discussion of the early work of Parsons and Valsoni 
see Phillips [1972\^ chajiters 1-6.' It is also interesting to note that 
John Walson is still a r^Jor CTV opejcator. He is principle own^r of 
Service Electric Cable TV, Inc. whicK is the eleventh largest CTV firm 
(as of June 1, 1973) and consists of several large systems in Pennsyl- 
vania including Allentoxim, Pennsylvania with over ^0»000 subacribers 
and Mahanoy City, Pennsylvania with over 20,000 subscribers. 

3 

The FCj^ freeze was ostensibly for the purpose of ^allowing the commis- 
sion time for formation of regulatory policy for licensing the use of 
the television spectrum in the public interest. 

TV Factbook-Sj^rvlces Volume, 1972-1973, p. 75a. 

\his explanation does not reflect all the relevant factors contributing 
to CTV growth. In particular, CTV growth and penetration h^ve been 
greatest in communities Just beyond tha t^^levision broadcast range of 
New York and Los Angeles, both of which have a substantial number of in- 
dependent television stations over and above three network affiliates. 

^The FCC favored a policy of local television spectrum allocations in 
order to promot^ the use of the television media for accenting local 
interests and concerns. 

^Selden [1965], pp. 83-84. 

^Sralth, Ralph [1972]. . V 

t ■ ■ *■ 

^Seiden (1965], pp. 58-62. , 

^^Tate {1971], p. 106. 

■ ■ ■ ^ \ 

TV Factbook-Servlces Volume, 1973-1974, p. 84a listed total industry 
subscriptions at 6,000,000 for JanUary 1,'' 1972 and 7; 300,000 for January 
1, 1973. Thus, 650, OOp Is simply the midyear average. 



^^CATV Station Activity Agenda, J4ly-Decejnbet, 1972. 

13 * 

Weekly Television digest » Special NCTA ^Convent ion Supplement, June 
17-20, 1973, p. 1. ■> 

1^ 

A five month Industry subscription growth of 700^000 implies an ap- 
proximate yearly growth of i»7OO,OOO--4OO»00O over the maximum industry 
growth year of 1972. ' , 

■^^TV-Fa(;tboo^-Scrvlces Volume, 1972-73, p. 75a. 

16 ' 

.TelePrompTer Corp, is a publicly-held corporation with approximately 
3.1 milUbn shares of common stock outstanding as of July, 1972. rfow- 
everi primary stockholders are Los Angeles sports promoter Jack Kent 
Cooke with 16.1% of outstanding stock and Hughes Aircraft with 5.5% of 
outstanding stock (Wall Street Journal 12/3-8; 3). Other Important stock- 
holders are Irving B. Kahn and H. J. Schlafly, the co-founders, and Jack 
Wr€ither as a result of stock acquired from Western Union Telegraph Co: 
in 1965. TelePro3ipTer Corp. ,headquarters is in New York City. 

17 • • 
Historical inforuation on TelePrompTer to follow is primarily from 

broody's Industrial Manual, 1973, pp, 3172-317A and TV Factbook-Servlces 
Volume, 1972-73. Specific systems menti d hereafter will haye at 
least 10,000 subscriptions '(j ^^dlcated bv ad/or 20,000 expected sub- 
scriptions in five years (indica ed oy as eported by the TV Factbook, 
1972-73 systems surveys,^ 

18 " 

In December, 1971, Irving B. Kahn — co-founder, chairman, chief execu- 
tive officer, member of the board of directors, and important stockholder 
of TelePrompTer--was found guilty , fined, and sentenced to five years in 
prison for bribery of the mayor and two city councilman of Johnston, 
Pennsylvania in ret urn for the 1966 grant of an exclusive franchise (Wall 
Street Journal 10/21-38;2). As a result, Kahn has been replated in the 
executive positions and on the board of directors. 

19 

TV-Factbook-Services Volume, 1973-74, p, 83a. 

20 ' ' ^ 

Historical information on H&B Communications to follow is priu^arily 

from Moody's Industrial Manual, 1970, p. 2039 and TV Factbook-Servicea 

Volume, 1972-73. 



Tate, p. 106. 



22 / ' ' 

Since July, 1972, TelePrompTer has obtained franchises in Anaheln, 

California; Gary, Indiana; and Duluth, Minnesota-Superior, Wisconsin. 
Additional major applications' include Birmingham and Montgomery, Ala- 
bama; LA'-Watts and SacVamentOi California; New Haven, Connecticut; 
Washington, D.C.; Jacksonville and Taiitpa, Florida;' Diicago, Illinois; 
Mlnneapolis-St. . Paul, Minnesota, Middletovm, Bronx, and Queens,, Mew 
York; Pittsburgh, Pennsylvania; Richmond, Virginia; ancf Milwaukee, 
Wisconsin. . . : 

23 

Warnci: Communications is a publicly-held corporation with headqu rters 
in Meijr York City, Historical information on Warner to follow is ptinja'rily 
from Moody's Industrial Manual, 1973, pp. 2759-2763 and TV Factbook- 
Services Volume, 19 72- 73 ♦ , ' 

24 

Historical information on Television Communications Corp. is primarily^ 
from Moody's Industrial Manual, 1971, p. 229 and TV Factbook-Servlces 
Volume, 1972-73. 

25 

Historical information on Cypress Cotanxinications Corp. is primarily 
from Moody's Industrial Manual, 1971, p. 76 and TV Factbook-^ervices 
Volume^., 1972-73. 

26 

The Canton, Ohio dystem*^ cost Cypress 5.6 million dollars in 1972. 
Th^s amounts to approximately $350 per existing subscription (i6,000 
in 1972). V 

27 

Warner'a majo) applications include Birmingham, Alabama; Phoenix, 
Arizona; Little Rock, Arkansas; Sacramento, California; New Haven, 
Connecticut J Washington, D.C.; Jacksonville and T^mpa, Florida, Chicago, 
Illinois; New Orleans, Louisiana; Baltimore » Maryland; Boston and 
Springfield, Massachusetts; St. Paul, Minnesota; Omaha, Nebraska; Cin- 
cinnati and Dayton, Ohio; Providence, Rhode Island; Dallas, Fort Worth 
and Houston, Texas; Richmond, Virginia; and Milwaukee, Wis consign— most 
as a result of the merger with Cypress . 

28 ' 

In 1973, Warner attempted to acquire Sterling. Manhattan with its over 

40,000 subscriptions in lower tl'iuhat tan and franchise on Long Island. 

However, the acquisition was terminated as a result of, the Inability to 

reach an agreement » 

29 

Tele^CooBAunications is a publicly-held corporation with he^quarters 
dn Denver, Colorado. Historical information on Tele-Communications to 
fgllow is primarily from Moody's OTC Industrial Manual, 1973, pp. 42 5- 
426 and TV Factbook-Servtces Volume* 1972-73. 



30 . , • 
Of Its less than 30 applications, the only major ones appear to be 

Sacramento, Caiifornla; Jacksonville, Florida; Portland, Maine; and 
Omaha^ Nebraska. 

31 ^ 

American Television and Communications Corp. has its headquarters in 

Denver, Colorado, Hi&torical information on American Television and 
Communications Corp, to follow is primarily from Moody*s OTC Industrial 
Manual, 1971, p. 70 and TV Factbook-Servlces Volume, 1972-73, 

' ' , ' ■ ■ ■ r ' 

32 

Jefferson-Carolina Corp. was acquired from United Utilities,^ Inc. and 
Jeffereon-Pilot Corp. The acquisition Involved systems ^ franchises ,^ # 
and applications predominantly in North Carolina where United Utilities 
operates many local telephone systems, 

33 ' . ^ 
American's major applications Include Sacramento, California; Jackson* 

vllle and Tampa, Florida; Portland, Maine; Baltimore, Maryland; Middle to^m 

and Queens, New York; 6maha, Nebraska; and Providence, Rhode Island. 

34 " 

As. of 1972, J. M. Cox, Jr. , chairman df Cox Broadcaatiug Corp, and 
members of thfe Cox family controlled 58% of the 5.8 million outstanding 
shares of common stock in Cox Broadcasting Corp, which in turn owns 56. 3X 
of the nearly. 3.6 million outstanding shares of common stock in Cox Cable 
Communications, Inc. The headquarters of Cox Broadcasting Corp. Is in 
Atlanta, Georgia. 

35 

Historical information on Cox to follow Is primarily from Moody's In- 
dustrial Manual, 1973, pp. 1240-1241 and TV Factbook-Servlces Volume, 
1972-73. 

36 

The VHP television stations are in Atlanta, Georgia; Dayton, Ohio; 
Oakland, California; Pitts\>urgh, Pennsjflvania; and Charlotte, North 
Carolina; and the radio stations arq in Atlanta, Georgia;- Dayton, Ohio; 
Charlotte, North Carolina; and Miami, FlQtida* 

37 

Among the systems obtained from Clapso^) Television Co. was the Astoria, 
Oregon system originated by L.4E. Parsons in 1948. . 

•38 

The Santa Barbara, California system cost Cox approximately 7.9 million 
dollars in 1971. This anbunts to 'approximately $260 per existing subscrip 
tlon (= 30,000 in 1971). 



Cox'a major applications include Sacramento, California; Peoria, 
Illinois; Omaha, Nebraska; Pittsburgh, Pennsylvania; Milwaukee, Wis- 
consin; Cleveland and Dayton* Ohio. One possible reason for Cox's 
desire to merge ^ith'American Television and Communications Corp. 
might have been its relative lag in franchise applications as compared 
to other industry leaders* The merged firm would have putf th^ combined 
iirm on a par with TelePrompTer and Warner^ in applications as* well as 
subscribers. . ' 

40 

The predominant method of acquisition is by common stock. Thus, 
/acquired firms become important stockholders in the acquiring firms. 

Milton Jerrold Shapp started Jerrold Corp. with $500 in^l947.. He 
was instrumental in the early development and application of community 
antenna and cable technology. Shapp sold his interests in 1966 for 
$10 million in order to enter Pennsylvania politics. He was elected 
governor of Pennsylvania in 1970. Jerrold Corp, is now a subsidiary 
of General Instrument. 

*^Stigler [1951], p. 190. 
43 

This point was suggested to me by my uncle, Howard Gordon, who Is ^ 
an.emplt)yee of General Electrit. , 

Information on the vertj/lcal integration of the firms to be. discussed 
is primarily from Moody* a Industrial Manual, 1973. 

45 

In 1972, the FCC granted several applications for domestic satellites 
including one by Hughes Aii^craft which stated its plans for point t6 
multi-point program transmission necessary for a CtV network. Tele- 
PrompTer also has pending applications for earth stations. (Pikes and 
Fischer Radio Regulation (24), 1972, pp. 1942-1963.) 

^^Goldmark <€ommunl cations is headed by T>r. Poter Gold^ark who was in- 
strumental in the development of the long playing record, color tele- 
vision, and video cassettes. ^ 

' ■■ o 

47 ' ^ ' 

The application called for two satellites and six domestic ground 

stations to be eventually extended to hundreds of ground stations. 

The satellites would be capable of carrying twenty channels of tele-- 

vision •! * p 



48 , ' • 

Viacom International J Inc., .the sixth largeat CTV firtn, was spunoff 
from CBS In 1970 when the FCC ruled that no network could maintain an 
Interest in any CTV systems (Phillips {1972] , p. 131). Anyway, Viacom ' 
is engaged in worldwide program syndication and distribution, 

49 . - • ' 
XelePrompTer Annual Report. 1971. 

^0 

^ Bing Crosby's two^most successful recetiit motion pictures were "Williard'V 
aiid ^'Ben/' and its most successful television geri^s was "Hogan's Heroes.'' 

51 

•Monthly subscription charges range from $3.00 to $25.00, but are gen- . 
erally $5.00 to $6.00. * ; * \ 

52 ' / ; . ' 

Pay cable charges, are fees for additional progransidi]lg such as new 

movies which are obtained independently by CTV 8y8tejtn4 or could be pro- 
duced by CTV firms. Currently, there is only limited j experimentation 
with pay cable. Most notable is Warner with ten operational pay cable 
systems (''Broadcasting," Oct. 8, 1973, pp. 22-23). \ ^ 

Advertising on retran8m;J.tted signals must be carried as is. and com- . 
mercial advertising on originated programming is prohibited by the FCC. 

54 - . 

Originated programming on a CTV system in this pap6r means exhibited 

programming which Us obtained by purchase from programming production 

sources or salf-produced, that^ is, programming not obtained by retrans- . 

mission of existing over-the-alr television algftals. 

^^Current FCC regulations (Oct. 1, 1972, 47, CFR, 73.643-4) essentially 
restrict purchased originated progracmiing to feature films released no 
earlier than two years before caj>le television exhibition and to sporting 
events not desired by over-the-air television. No series programs are 
allowed. However, self-produced non-series programs could be exhibited* 

"^^ith a ^Vired nation" and the demise of the over-the-air alternative, 
CTV firms could eliminate originated programming without a subsequent 
loss of subscriptions: 

57' ■ ■ ■ ' I ''^^ 

Manning [1973] estimated the rates for syndicated programming to be too 

high for profitable^ exhibition on most CTV systems. Manning also points 

out that, the great,er TV home coverage of over- the- air television and , 

territorial exclusjLvity fn the distribution of syndicated programtpihg 

will prevent cable television access to this mdrket for programming. 



38- 



58 

Bicycling of prograttanlng means distribution by sequential mailing of 
videotape or firm to the various- systems for exhibition. This method ' 
of distribution lacks simultaneity of exhibition characteristic of the 
major over-the-alr networks* 

^^Shaplro [19721, t>P- 34-37, i 

^ 

60 ^ 

CTV firms standardizing equipment include American Television and 

Communications Corp*> TclePrompTeri Tele-Communications , Inc. , and 

Cablecom-General, Inc. CTV firms interconnecting systems by microwave 

Include T^le-Communlcations, Inc. Shapiro [1972], chapter IV. 

^^Th^s argument is based on the assumption that domestic satellites will 
not only redi/ce the cost of simultaneous distribution, but will rJso 
result in economies of scale in distribution with respect to the i amber 
of systems interconnected. 

62 

Current penetration In New York City Is primarily from improved re- 
ception in areas with building Interference. Current penetration in 
the Los Angeles area Is also from Imprdved reception of VHF signals and 
closely spaced VHF signals. 

63 

Severe restrictions on the importation of signals into the top 100 
markets Issued on March 8, 1966 were a result of ^he FCC*s misguided 
concern -over cable television's threat to the viability of UHF television* 
The concern was misguided In that later evidence Indicated that cable 
television Improves vlewershlp of UHF stations by their improved reception 
on cable . 

6A 

In interviews with TelePrpmpTer of flclals, ' ^ulllps [1972] noted that 
TelePrompTer acquired some major CTV systems good prices because the 
individual system owners perceived a substantial threat'to the future 
growth of their concerns from the 1966 FCC rulings. 

^^Shaplro 11972). 

^^Shaplro [1972], pp. 113-lU. 

^Wbe (1972]. 

^Wn (1970]. ■ ' 
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Abstract 
> 

After a brief review of the growth of cable television 
from 1948 to 1965, the paper examines in snore detail trends in the 
structure of the industry since 1965. Specifically, interest re- 
volves around the apparent trends of concentration and vertical 
integration within the industry. Subscription concentration ratios 
are estimated frora 1965 to 1973, and they partially confirm the 
trend of increased concentration. Corporate histories of the leading 
finrs are then used to demonstrate that the increasea in concentration 
have been the result of a pervasive acquisition and merger novemont 
within the industry. In addition, documentation is presented of 
vertical integration by the leading firms into both program production 
and development of specialized equipment. - 

Finally, an attempt is made to associate these recent trends 

f 

in the structure of the cable television industry with Che public good 
aspects of prograniming. The conclusion is that cable television is in 
the early stages of network formation via concentration of subscriptions 
and integration Into both progmmming and domestic satellite technology. 
Some thoughts Ou possible policy alternatives conclude the paper. 



